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The combination of private ownership of the instruments of production with representative political institutions based on widespread suffrage constitutes a compromise between workers, who consent to the private appropriation of profit by owners of capital, and capitalists, who accept the democratic institutions through which workers can make effective claims for an improvement of their material conditions. This form of societal organization was considered to be inherently unstable by Marx, who believed that capitalist democracy is "only the political form of revolution of bourgeois society and not its conservative form of life," (1934, p. 18) "only a spasmodic, exceptional state of things . . . impossible as the normal form of society." (1972, p. 198 )1 Once introduced, Marx thought, political democracy would either be extended to the "social realm" by workers nationalizing the means of production or subverted by capitalists using the ownership of capital to restore their political power. Yet in many countries, capitalist democracy has persisted over long periods of time.
Marx's predictions may have been false for at least two distinct reasons. His followers have tended to accept a model of conflict in which interests of classes are irreconcilably opposed to each other, a model that implies that workers should always be hostile to capitalism and capi-
talists. If this model is correct and if capitalism nevertheless survives in its democratic form, it
This work has been supported by a grant from the National Science Foundation, No. SOC 78-04595. 'See Przeworski (1980) . must be the result of the activities of some institutions, typically thought to be the state, which provide physical repression, ideological domination, cooptation of workers' leaders, or whatever else is necessary to perpetuate capitalism in the face of the permanent threat posed by workers.
But Marx may have erred in analyzing the nature of this conflict. Interests of workers and capitalists may not be irreconcilable under all circumstances, and workers may see the choice between capitalism and socialism differently depending upon the specific political and economic conditions under which they live. Their option may be the one defined by John Mitchell, President of the United Mine Workers, at the turn of the century: "Trade unionism is not irrevocably committed to the maintenance of the wage system, nor is it irrevocably committed to its abolition. It demands the constant improvement of the condition of the workingmen, if possible, by the maintenance of the present wage system, if not possible, by its ultimate abolition." (Quoted by Sombart 1976, p. 19.) And if workers opt for capitalism under some conditions, then the activities of the state acquire a different significance: the state institutionalizes, coordinates, and enforces compromises reached by a class coalition that encompasses both workers and capitalists.
Our purpose is to examine the structure of class conflict over material interests between workers and capitalists in democratic capitalist societies and to analyze the consequences of this structure for the theory of the state. We assume throughout that both workers and capitalists would adopt those courses of action which are most likely to benefit them. Generically, four such outcomes are conceivable: (1) a democratic capitalist compromise, (2) capitalist democracy without a compro-(1)
In addition, we assume that the productivity of capital is constant and is measured by the output/ capital ratio 1 cI.3
I/c = Y(t)IK(t)= AY(t)IA?K(t) (2) Net output Y(t) is divided into net profits, P(t), and wages, W(t).4 Y(t) = P(t) + W(t) (3)
Solving the three equations yields the time path of output.
Y(t + 1) = (1 + s/c)P(t) + W(t) (4)
Note that the quantity s/c represents the increase of output per unit of profit when capitalists personal saving minus investment in housing and minus investment by unincorporated business averaged 1.1 percent of disposable income between 1949 and 1970 (Wallerstein 1979) . In contrast, the rate of corporate saving in the United States in roughly the same period was estimated to range from 40 to 60 percent of profits (Odling-Smee 1973).
3The capital-to-output ratio constitutes a cumulative effect of past decisions by capitalists and it changes rather slowly, although it may exhibit long-term trends (Helmstadter 1973) . The values of this parameter are fairly well known (Helmstadter 1973; Clough 1968; Kuznets 1966; Maddison 1964) . In our subsequent analysis we assume that c = 4, as this value seems to be a reasonable estimate of the net incremental capital-tooutput ratio in the advanced capitalist economies. 4That part of the national income accruing to wage earners, which we have designated W(t), is actually a composite of different types of income. To disaggregate somewhat, we could write: W = wL + wi(N-L), or, alternatively, W= (w-w-)L + wN, where N is the size of the adult population that does not own capital, L is the number employed, w is the average wage rate, and W is the average transfer. Thus, w is either the average transfer to the unemployed or a "reservation wage" (McDonald and Solow 1981), or a basic maintenance payment accruing to all N independently of the employment status or a "citizen's wage" (Bowles and Gintis 1980) such as social security benefits, private pensions, and unemployment compensation. To proceed in this direction one must, first, modify our assumptions about production to include labor as a productive input; second, specify the preferences of workers over combinations of w, wi, and L, and third, stipulate who pays the citizen's wage. These modifications would be necessary to analyze class conflict over employment, rather than over investment and the distribution of income. This, however, is a project for the future.
invest at the rate s in an economy characterized by the capital/output ratio c: s/c = AY(t) I P(t).
Since the rate of investment can be at most equal to one, the productivity of capital, I1c, can be thought of as the upper bound on the increase of output due to each unit of profit. Note finally that the rate of growth of such an economy depends upon the rate of profit and the rate of saving out of profit:
where p(t) = P(t)IK(t) is the rate of profit. Hence the greater the rate of profit and the rate of investment out of profits, the greater the rate of growth. The rate of saving, s, characterizes the crucial aspect of the behavior of capitalists, since given the share of profit in the national income, their decisions to invest and thus to save determine the rate of growth of the economy. Although profit is a necessary condition of economic growth, it is not a sufficient condition for the improvement of the material welfare of any particular group. First, capitalists may treat profits in ways that do not increase productivity: albeit under constraints, profits may be hoarded, consumed, exported, or just invested unproductively. Second, even if capitalists are frugal and efficient, no particular group can be in any way assured that it will be the beneficiary of the investment. Capitalists may themselves retain the entire additional output or they may share the gain exclusively with any of a number of potential political allies. Their market relation with workers ends as the cycle of production is completed and wages are paid, and there is nothing in the structure of the capitalist economic system that would guarantee that workers would benefit because a part of the product (the profit) is currently withheld from them.
Faced with this system, organized workers have the following options:
1. To claim the entire capital stock ("means of production") from capitalists and to reorganize the system of production so that the decision to withhold from current consumption would be made by all individuals qua citizens. The investment fund would be deducted directly from the gross product, profit having been abolished as a juridical and as an economic category. This strategy would constitute a step toward socialism.
2. To claim the entire product or even a part of the capital stock without reorganizing the process of withholding from current consumption. This is a militant economicist strategy.
3. To claim less than the entire product, thus leaving a part in the hands of capitalists as profit, in exchange for some assurance that future material conditions would improve as a consequence. This strategy opens room for a class compromise with capitalists.
Class Compromise
The structural conditions of the capitalist organization of production delimit the form of any possible class compromise. Since the appropriation of profit by capitalists is a necessary but not a sufficient condition for an improvement of the material welfare of workers under capitalism, a class compromise is possible only on the condition that workers are reasonably certain that future wages will increase as a consequence of current profits. Any compromise must have the following structure: workers consent to the perpetuation of profits as an institution in exchange for the prospect of improving their material welfare within some future period. In terms of such a compromise, capitalists retain the capacity to withhold a part of the product because the profit they appropriate is expected by workers to be saved, invested, and utilized to increase output, with part of the increase distributed as gains to workers.
This general logic need not be always stated explicitly as the form of a particular compromise between labor and capital. Indeed, during the early period of the development of the working-class movement this compromise was limited to the right of workers to associate, to bargain collectively, and to strike. Eventually formal corporatist arrangements and explicit norms appeared, pegging wage increases to exceed increases in the cost of living, or to equal the growth of productivity, or to depend upon competitiveness in the international system. The norm tying increases of wages to the growth of productivity became the foundation of the compromise established during the expansionist period between 1950 and 1970. Nevertheless, whatever the explicit norm cementing a particular social compact, the underlying logic of compromise must relate future wages to current profits. The only conceivable reason for workers to consent voluntarily not to claim the capital stock is to treat current profits as a form of workers delegated investment.
Hence, any class compromise must have the form A W(t) = F(P(t-i)), i = 0,1, . . ., k, . . . ,
where A W(t) represents the increase of wages between any successive periods t and (t+ 1) associated with a particular compromise, P(t-i) gives the history of profits, and F is the rule that relates past profits to current wage increases. For the sake of simplicity, let this rule be A W(t) = rP(t), r > 0.
A compromise is in force, therefore, when workers consent to any value of r which constitutes less than a claim to the capital stock and capitalists consent to institutions that would make it reasonably certain that wages would increase as a function of profits according to some rule such as (8). Workers consent to a capitalist organization of production when they choose and follow in practice any strategies that make possible the perpetuation of capitalist relations. Capitalists in turn accept a compromise when they consent to institutions that would permit workers to process their claims with some success: basically unions, parties, and a relatively autonomous state. This class compromise is precisely that which Marx found to be unreasonable: workers stop short of seeking social emancipation, capitalists of attempting political restoration. Workers consent to capitalism; capitalists consent to democracy.
Since workers make their consent conditional upon obtaining wage increases equal to the proportion r of current profits, this coefficient can be thought of as indicating the economic militancy of organized workers under particular historical conditions. A compromise is in force when workers are not so militant that their wage demands would make profits immediately negative, that is, when r < (1 + s/c). This can be seen as follows: At any time t capitalists appropriate the amount of profit equal to P(t) and during the period (t,t+ 1), they invest the fraction s of P(t) at a rate of return equal to 1 /c. Therefore, at the time (t + 1), with regard to which workers make claims at t, capitalists will have the amount (1 + s/c)P(t). At time (t+ 1) they pay wage increases equal to rP(t). Hence, an r = (1 + s/c) is immediately confiscatory with regard to profits: it implies that workers appropriate the entire net product at (t + 1). Any r larger than that means that workers claim capital stock.
Class compromise is expressed, therefore, in institutional arrangements that imply that some proportion r of current profits is to be transformed into wage increases, where r < (1 + s/c). Class compromise is in force when workers and capitalists act in ways that presuppose the perpetuation of capitalist democracy as the form of organization of society.
Workers' Strategy
Organized workers would rationally opt for a compromise, consenting to profit as an institution, if this compromise would be preferable both to the outcomes associated with greater economic militancy under capitalism and to the result they would expect to attain by adopting a strategy of transition to socialism. Eventually we will introduce some of the complications that arise when workers consider the socialist alternative, but at this moment we will be concerned only with comparisons of the welfare that workers can attain by choosing different degrees of economic militancy under capitalism.
At any time, let it be T = 0,1,2, . . . , workers decide how militant they should be economically, that is, what proportion of current profits they should immediately demand as wage increases. The effect of workers' decision made at time t is irrevocable in the sense that the part of the product not transformed into wages is irretrievably forsaken by workers and appropriated by capitalists who alone decide whether or not to invest it.
Workers choose their strategy on the basis of their expectations about the future. They decide by comparing the alternative futures they expect to occur as the result of their current course of action. These expectations are shaped by workers' analysis of the reaction of capitalists to their own course of action and of workers' perception of their power to enforce a compromise if one were to be concluded. Hence these expectations are conditional: they are molded by the conditions that hold when a decision is to be made.
Workers opt for a compromise if they think it to be the best course of action at a particular time. Note that workers may not receive the returns they expected when the decision was made, but they base their decision on what they expect to happen; they have, after all, no other grounds on which to base it.
Workers base present decisions on their expectations for the future, but they do not commit themselves to choose the same course of action again under different conditions. Hence no compromise is made once and for all. Neither the workers' consent to capitalism nor the capitalists' consent to democracy constitutes consensus, some kind of prior and immutable agreement about societal organization that would hold regardless of whether or not the interests of each class are being realized within it. A compromise holds if and only if it is continually in the best interest of workers and capitalists and only if it is repeatedly remade. A compromise is not a commitment for some indefinite or even limited future; it is an outcome of strategies chosen today which today appear optimal. If the compromise is to last the day after, it must be made again the day after, and it will be made only if it constitutes the best solution ' Hence although workers make strategic decisions repeatedly as conditions change, they make them independently at each occasion. This formulation of the problem implies that the game is modelled here as a static game played repeatedly but independently each time. This is not an iterative game as described by Taylor (1976) , in which actors would make their current decisions anticipating subsequent decisions of their opponents and calculating the advantages to be derived by choosing strategies that are currently suboptimal. Neither is it a dynamic game, in which the solution is a function of time (Lancaster 1973 , and Hoel 1975 , 1978 in which actors would commit themselves at a particular time to follow definite strategies in the future. We do not see the problem as a dynamic game because we do not believe that any particular moment can be viewed as a privileged time at which to make a decision binding upon the future. In Lancaster's model the strategies to be chosen by workers and capitalists are the time paths of the wage share and the rate of saving out of profits, and these strategies are chosen once and for all for a finite horizon. What is unreasonable in our view is that in Lancaster's model the horizon is actually approached, and as a result at one moment workers and capitalists rush to consume as if there were no future. We prefer the assumption that every year is the first of the next h years with the view toward which workers and capitalists evaluate their strategies. We do believe, however, that the conflict we describe is in fact an iterative game in which the parameters are subject to trade-offs and are thus endogenous.
It then follows that AP(t) = (s/c -r)P(t),
or P(t + 1) = (1 + s/c -r)P(t).
There are three cases to consider:6 If workers choose an r such that r < s/c, then wages will grow exponentially, following the exponential growth of profits. In this case we will say that workers are not militant or that they offer wage restraint.
If workers choose an r such that s/c < r < (I + s/c), then wages will grow rapidly at first and then stagnate at a fixed level as net profits decline to zero. Such a strategy we will call moderately militant.
If workers choose an r such that r > (1 + s/c), then workers are highly militant. Wages will then experience a sharp increase as net profits immediately become negative. Since this strategy cannot lead to a compromise, there is no reason to expect that subsequent wages would bear any relation to profits. If they did, wages would oscillate henceforth around a fixed level while profits would oscillate around zero.
One way to review these consequences of the workers' strategies is to observe that the nonmilitant workers would be best off after some time h2, about a generation if time is measured in years; moderately militant workers would be best off during the period between some time hi and h2; and highly militant workers would be best off during the initial period until hi. The values of h, and h2 depend upon the particular relation between r and s/c. The time span h, can be as short as a couple of years, whereas h2 can be as long as thirty years.
In considering the effects of their actions workers cannot be certain, however, that the compromise would hold. Hence, their decision must depend upon the likelihood that capitalists will observe the terms of a compromise if one were to be concluded. Since the future becomes increasingly less predictable the further one looks into it, the wages workers would obtain at each moment in the future would weigh progressively less in the workers' decision, the further in the future they would occur. Hence, we assume that even if 'Equation (10) 
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The American Political Science Review Vol. 76 workers valued wage increases equally regardless of the magnitude of current wages and were indifferent between certain consumption today and certain consumption in the future, they would nevertheless discount the future on the grounds of uncertainty.' Since we assume below that capitalists also dis-'The assumption that anyone maximizes undiscounted values over infinite horizons is clearly unreasonable. As Ferejohn and Page put it, "The pie-in-thesky quality of the overtaking rule no doubt disqualifies it as a practical decision rule" (1978, p. 271). count their future welfare on the grounds of uncertainty, we can treat similarly the determinants of risk facing each class. This risk is associated with the political and economic conditions at the time when a decision is made, specifically:
(1) The degree of bilateral monopoly. Unless workers are monopolistically organized, they cannot be certain that particular groups among them would not conclude their own agreements with their respective employers at the cost of other workers. Since capitalists cannot completely avoid competing with one another, each firm faces the danger that other firms would ride free on the The Structure of Class Conflict 221 costs of the compromise.8 (2) The institutionalization of labor-capital relations and the likelihood that a compromise would be enforced by the state. The question is whom the state would be capable and willing to coerce to prevent deviations from the compromise: capitalists, workers, or both? Partisan control over the state and the electoral prospects would constitute an important consideration in evaluating this risk.
(3) The ordinary risks inherent in investment owing to domestic and international economic fluctuations, domestic and international competition, technical change, and other economic factors.
Furthermore, the degree of risk born by capitalists when they invest depends in part upon the rigidity of their wage commitment. If wages are highly rigid, capitalists face the risk inherent in investment alone. If the wage bill can be reduced below the terms of the compromise when times are bad, much of the risk is borne by workers. To some degree, therefore, the uncertainty faced by capitalists is inversely related to the uncertainty confronting workers.
Let a, a > 0, be the rate at which workers discount the future on the grounds of uncertainty. The higher the a, the less certain it is at t = 0 that a compromise would hold in the future and the faster workers discount the future wages stipulated under a compromise. Given the level of wages associated with a particular compromise and the degree of workers' uncertainty, the workers' problem is to find a level of economic militancy that maximizes the current value of their discounted future wages, or t=h max W*= z (1+a-tW(t), a> 0,
r t=0
where the anticipated path of wages, W(t), is given by equations (8) and (10).9
Note that W* depends upon workers' militancy, r, their horizon, h, their discount rate, a, the productivity of capital, 1/c, and the saving behavior of capitalists, s. Thus W* = F(r; h,a,c; s). The productivity of capital, the horizon, and the rate of discount are fixed; they constitute the objective conditions of the moment. The behavior of capitalists with regard to saving is something workers must adjust to. Economic militancy is the strategic variable of workers, whose problem is to choose an r that maximizes W* in the face of the investment strategy of capitalists, represented by s. Let r*(s) be the solution of equation (11); that is, the value of r which maximizes W* given that capitalists invest at the rate s, when h, a, and c are given. Then r*(s) is the best reply strategy of workers (Harsanyi 1977 , p. 102) .
Workers must weigh the gains of immediate wage increases against the expected gains that would result in the future from less militant demands. Profits appropriated by capitalists who are investing at the rate s will increase output by s/c, or A Y(t)/P(t) = s/c. Note also that the maximal return to output of a unit of profit, when all profits are invested, is given by the productivity of capital, I1c. We have, then, the following theorem: When the horizon is sufficiently long, workers' best reply will be a compromise level of r if their rate of discount, a, is less than the rate of return s/c. Otherwise they will be highly militant. In the case of an infinite horizon, the workers best-reply strategy is given by a bangbang function. When a > s/c, the workers' best reply is maximal militancy. When a < s/c, the workers' best reply approaches zero. (See Appendix for formal proof.)
What occurs when h is some finite number? Our numerical experiments indicate that for c = 4, H is approximately equal to 12; that is, for any h > 12, a maximally militant strategy will be best when a > s/c and a compromise strategy will be best when a < s/c. (If h < 12, the 8To discuss this topic, as fundamental as it is, would be to open a can of worms. There are good reasons to believe that workers as well as capitalists are placed by a compromise into a prisoner's dilemma, in which each participant may find it preferable not to pay the costs of the compromise even if such a compromise is collectively optimal for the class. On the other hand, Roemer (1978) argues that workers have no choice but to opt for intra-class solidarity. Edel (1979) relies on a Taylor-like argument about the iterative nature of the prisoner's dilemma. Offe and Wiesenthal (1980) claim that workers can modify each other's preferences in the direction of solidarity by a process of "dialogue." We are skeptical about the validity of these arguments.
'Note that workers solve this problem repeatedly at each T, T = 0,1, . . . , and we should have written W*T as a sum going from t = T to t = T+ h. For convenience, we assume that we are examining one such decision, at T= 0. best-reply strategy is to be maximally militant in all cases.) But, for any finite horizon, the workers' best-reply strategy does not suddenly jump from maximal militancy to zero. Rather, for s > ac, r*(s) is a continuous, monotonically decreasing, positive function. The higher the rate of saving above the product ac, the lower will be the workers' best-reply level of militancy.
One way to explain this theorem is that workers today would value equally the wages they anticipate receiving in each year of a compromise if for any two successive periods, the compromise wages would grow at such a rate that W(t+l) = (l+a)W(t), or equivalently, A W(t) = aW(t). Now, we know that if a compromise were observed exactly, the wage path would follow the rule AW(t) = rP(t) for all t. Hence, the present value to workers who discount the future at the rate a of the wages they would obtain in any period of a compromise characterized by the level of militancy r, would be exactly constant if and only if rP(t) = aW(t). The present value of each period's wages would be growing if rP(t) > aW(t); otherwise it would be declining. The intuitive meaning of this theorem is apparent. Since s/c is the rate of increase of output per unit of profit, it constitutes the maximal rate at which wages could grow under a compromise. If the maximal conceivable growth of wages is lower than the rate at which workers discount their wage increases, then workers will be worse off if they consent to the appropriation of profits. But if output grows faster than workers discount the future; then workers will be better off choosing a strategy of compromise and waiting for future wage gains. Figure 2 shows some illustrative functions W*(r,s) for h = 30. The lower segment portrays W* when a > s/c and the upper segment when a < s/c. When a > s/c, W* is a monotonically increasing function of r, but when a < s/c, W* has a maximum at a compromise level of militancy. Figure 3 presents the numerically derived function r*(s), that is, the level of militancy which maximizes W* given workers' risk and the saving behavior of capitalists. As long as a > 1/c, this function will be larger than (1 + s/c) for all s. If we assume c = 4, then at a = 0.24, the rate of saving must be as large as 0.96 for the workers' best reply to be a compromise value of r; at a = 0.01, a rate of saving equal to 0.04 will suffice.
Suppose that rP(t) = aW(t) for all t. Taking differences of both sides and dividing by P(t) yields rAP(t)/P(t) = aAW(t)/P(t). But AP(t)/P(t)
These results do not yet constitute a prediction about workers' behavior, however, since the strategies that workers will choose depend upon the behavior of capitalists. Capitalists may be unwilling to increase their rate of saving to levels necessary for a compromise even when one is possible. In fact, capitalists can respond to each threat of workers with a threat of their own: if workers threaten to increase militancy, capitalists may threaten to lower their rate of saving. This, then, is what remains to be investigated.
Capitalists' Strategy
What would be the objective of capitalists in making compromises with workers? Clearly their chief preoccupation would be to maintain profits as the form in which a part of the product is withheld from current consumption. Yet the defense of the institution of private property is not sufficient: actual profits must be obtained. Furthermore, it seems unreasonable to assume that capitalists are nothing but "rational misers." Ultimately they are concerned not only about being able to reinvest profits but also being able to consume them. Capitalists are not simply workers' investing machines: they do have particularistic interests of their own. It seems reasonable, therefore, to assume that capitalists attempt to maximize their consumption, C(t) = (1-s)P(t), over a period of h years. Moreover capitalists would discount future consumption in accordance with the uncertainty they face. The best-reply strategy of capitalists is given by the following theorem. When their horizon is sufficiently long, capitalists' best reply will be to invest as long as the rate at which they discount the future is lower than their return on investment; otherwise they will disinvest. The capitalists' rate of return on investment is equal to the productivity of capital or the increase of output per unit of invested profits, I/c, minus the proportion of this unit of profit paid to workers, r. Hence, capitalists will find it best to invest at a that the other will behave strategically. Each class must take into account not only the other's actions but also its reactions, not only the other's current strategy but also the likely response to its own choice of strategy. If, for example, workers' best-reply strategy to some positive rate of saving is to become highly militant, they cannot expect capitalists to continue saving if the workers' bestreply strategy is pursued. Workers must take into account that capitalists' best reply to high levels of militancy is to disinvest. We define a pair of strategies (rs) to be a solution to the game if neither class could do better with an alternative strategy given the anticipated response of its opponent. Hence, a solution is a pair (rs) that, once chosen, will be stable as long as conditions remain unchanged. Note that the intersection of the best reply functions (r*(s*), s*(r*)) constitutes a solution. Both classes are responding optimally to the current strategy of their opponent. This is the Nash (1954) equilibrium. In our model this solution occurs only when compromise breaks down.'0 The capitalists' best reply to high levels of militancy is to disinvest, and "'There is an exception. In the limiting case when a = b =0, there is another Nash equalibrium at a point of compromise. the workers' best reply to disinvestment is to be highly militant. Suppose, however, that workers anticipate that capitalists will respond to any r with their bestreply strategy s*(r). Now the problem facing workers is to choose the level of militancy which maximizes the function W*(rs*(r)), that is, one that maximizes workers' welfare given that capitalists will respond with s*(r) to any r workers might choose. Let this maximizing value of r be r**. The pair (r**,s*(r**)) is also a solution to the game. The level of militancy r** is the optimal choice of workers given the anticipated response by capitalists and s*(r**) is by definition the capitalists' optimal response to the workers' strategy r**. This is the Stackelberg (1952) solution with workers as the dominant player. Note that r** is not necessarily in the workers' set of best-reply strategies, r*(s). The function r*(s) is defined as the maximum with respect to r of the function W*(r,s), each value of s constant, whereas the number r** is defined to be the maximum with respect to r of the function W*(rs*(r)), where s=s*(r) is a function of r.
Suppose now that it is the capitalists who anticipate that workers will adopt their best-reply strategy r*(s) to any rate of saving, s, capitalists choose. Capitalists would then seek to maximize C*(s,r*(s)). Let the maximizing value of s be s**. The pair of strategies (r*(s**),s**) is another solution of the game. Given their anticipations of the workers' response, the capitalists have chosen their best strategy, and the workers are responding optimally to the capitalists' choice. This is the Stackelberg solution with capitalists as the dominant player. Again, s** need not be in the set of capitalists' best-reply strategies. The function s*(r) is the capitalists' best response to the workers' current level of militancy. The number s** is the capitalists optimal choice given that the workers will respond to any s with their best reply, r*(s).
The Both workers and capitalists face a large degree of uncertainty about whether any compromise would hold. The situation in France in 1936 provides a prototype: in France few workers were organized before 1936, there were almost no traditions of collective bargaining, several unions and parties competed for workers' support, and the very Matignon agreement was concluded under the pressure of spontaneous occupations of factories. Hence neither workers nor capitalists could expect that the agreement would last and, indeed, six weeks after it was concluded both parties began to undermine it: capitalists by dragging their feet in complying with the wage terms (specifically those concerning minimal wages and paid vacations), and by raising prices, and workers by striking and occupying factories again.
Under these circumstances workers find it best to be highly militant regardless of the saving rate chosen by capitalists, whereas capitalists find it optimal to disinvest regardless of workers' militancy. No compromise is possible. All three solutions collapse into one, the Nash equilibrium, at which r*(s) > 1 + s/c and s*(r) < 0. Workers bear most of the risk, whereas capitalists are relatively certain they would obtain the profits specified by any compromise. This is the case when the degree of unionization is low or several unions compete with each other, capitallabor relations are weakly institutionalized, and workers have little influence over the state. The United States today would provide a prototypical case.
When b < 1/ c, the best reply strategy of capitalists is to invest at a positive rate as long as workers are not highly militant: s*(r) > 0 if r < (1 Ic -b). The best reply strategy of workers, however, is to increase their militancy regardless of the rate of saving, since a > I/c. One possibility is that workers would follow their best-reply strategy and capitalists would respond by disinvesting, a scenario that ends again without a compromise. But an alternative solution is also possible. Suppose first that for historical reasons workers find themselves in a situation in which they have not been militant in the past and that they begin their current decision-making process by considering a non-militant value of r, say r=r r. (Consult Figure 6 while following this argument.) If the workers choose r0, then capitalists will choose s0 = s*(r0). Since the workers' best reply to any s is to increase their militancy, they will now consider moving to a new level r=rl. Capitalists, in turn, will respond to the increase of militancy by lowering the rate of investment to s, = s*(rl). The effect of the capitalists' adjustment will be to drop workers to a function W*(rs1), which is inferior to W*(rs0). If, however, r, is only slightly higher than ro, capitalists will respond (see Figure 5 ) with a small reduction in their rate of investment, and workers will find that they are better off at the new point (r1,s*(r1)) than they were before. Since workers' best reply to s, is again maximal militancy, workers will now consider raising their militancy further to r=r**. Capitalists will lower their rate of saving to s = s*(r**), yet workers will still find they are better off at (r**,s*(r**)) than at any lower value of r. Now as the workers consider increasing their militancy past the level r=r**, they discover that the capitalists' best reply is to lower their rate of investment quite sharply, so that workers are worse off at an r slightly higher than r** than they would be at r**. Even though the workers' best response to any fixed rate of saving, including s*(r**), is maximal militancy, the capitalists' threat of disinvestment is effective in the region in which r is somewhat higher than r**. Indeed, the workers discover that if they keep increasing r gradually past r**, they will be successively worse off as W*(rs*(r)) keeps decreasing with higher levels of militancy. The threat of disinvestment will not be effective, however, in the entire range of r > r**. As r reaches the value r = 1 I c -b, capitalists will be disinvesting at the greatest possible rate, and their threat will be exhausted. If workers choose an r > I/c -b, the compromise breaks down, workers seek to nationalize capital stock, and capitalists disinvest. Figure 7 presents a graph of the function W*(r,s*(r)), which is the array of choices facing workers when capitalists respond according to their best reply. There is a local maximum at r** which constitutes a compromise solution and a local minimum at I/c -b.
Will the compromise (r**,s*(r**)) constitute the solution? Unfortunately no answer can be given without additional assumptions. It will be the solution if workers do inherit a situation in which they have not been militant and if a sudden increase of militancy is unfeasible. This is not an unreasonable conjecture. Demands for large wage increases must be pressed through mass actions, strikes, demonstrations. A high level of militancy entails a high level of mobilization, and mobilization is a costly process that requires resources and time. The compromise will also be the solution if workers have good reasons to fear the political consequences of a breakdown of compromise, a topic to which we return below. The American Political Science Review Vol. 76 from its best-reply strategy ends up, in effect, paying the costs of the compromise. If both of the compromise solutions are superior for both players to the outcome that would result if they both obstinately pursued their best-reply strategies, workers and capitalists face a coordination problem (Schelling 1960). We will not pursue this topic further.
Conditions of Class Compromise: An Overview. At this point it is useful to disregard some of the details and summarize the results. When both classes are highly uncertain about whether a compromise would hold, a compromise cannot be established. Workers become highly militant, regardless of the rate of saving, and capitalists seek to disinvest, regardless of militancy. When workers are highly uncertain and capitalists relatively certain, a compromise may be established at a point at which workers are kept from increasing their militancy by capitalists' threat of disinvestment, whereas capitalists' optimal rate of investment is positive.
When the workers are relatively certain and the capitalists bear high risk, a compromise may be concluded at a point at which the capitalists are forced to save by the threat of militancy, whereas the workers' optimal level of militancy is not high. When the workers and capitalists both face only moderate amounts of uncertainty, both a compromise concluded under the capitalists' threat of disinvestment and one reached under workers' threat of militancy are feasible. Either may be concluded.
For reference, some illustrative results are summarized in Table 1, Supposing that compromises are concluded in the manner specified by our analysis, the question arises whether or not the outcomes reached will be efficient in the Pareto sense. (See Schelling 1977, for a general treatment of Pareto efficiency of n-person game equilbria.) The concept of the solution we have been using is essentially a noncooperative one, since we have assumed that although workers and capitalists may choose their strategies in anticipation of the best reply of the opponent, they nevertheless choose these strategies independently rather than jointly. In fact, they need not negotiate at all: each class selects its optimal strategy and no negotiation need be involved. This is important since this concept of the solution means that the model does not presuppose the existence of any corporatist or consociational institutions that would involve direct negotiations. The model is general for all situations in which there is a fair degree of bilateral monopoly, even if all this means is that workers have only the right to associate and to strike, without any further relations with capitalists. But if the solutions obtained in this fashion are highly inefficient, that is, if workers and capitalists can simultaneously improve on these solutions by engaging in direct negotiations, then one would expect that corporatist arrangements must constitute an integral part of any compromise.
Numerical analysis indicates that the set of points that are Pareto superior to the equilibrium solutions is rather small; that is, that the room for improvement over the non-cooperative solutions is limited. Moreover, such an improvement is insignificant when compared with even a minute change in certainty. Workers are better off with a non-cooperative solution at a = 0.30 than with the best of the Pareto superior points to the noncooperative solution at a = 0.33. They are better off with a non-cooperative solution at a = 0.04 than the best cooperative solution at a = 0.05. Hence, workers are better off struggling to increase their certainty that a compromise would hold rather than seeking to improve the terms of a less certain compromise. They are better off competing for political power than making deals with capitalists. Clearly the model does not preclude direct negotiations. Since, however, the noncooperative solutions are not far from the Pareto efficient frontier, it would be wrong to expect that class compromise can occur only in the presence of institutional arrangements that involve direct negotiations.
Note, however, a major limitation of this model. We treat the political arrangements that determine the class differential risks and consequently rates of discount as the given conditions of the moment when decisions are made. These arrangements may change in time, but such change is exogeneous to our model. All we say is that when conditions change, strategies will change as well, but our assumptions do not permit the players to trade off material gains for political power, that is, for a greater probability that class interests will be realized to a particular degree. (This is the definition of political power of Poulantzas 1973.) A more complicated model would treat the class differential rates of discount as endogeneous to the conflict and would allow such trades of material gains for greater certainty. Hence, to the extent to which corporatist arrangements can simultaneouslly increase the certainty of both classes, such arrangements will yield significantly superior outcomes.
More generally, note that although we assume that a particular compromise is reproduced over time if and only if the conditions a, b, and c under which it was originally arrived at remain the same, compromises break down in our model only for exogeneous reasons. These reasons include a change of the political situation, characterized by a and b, and the change of the economic structure, characterized by I/c. Any change in the relation between class-specific discount rates and the productivity of capital will alter the structure of conflict and the solution associated with it. One instance of such change may be the exhaustion of the easy import substitution industrialization (O'Donnell 1973). Suppose that in a particular country workers enjoyed sufficient certainty, capitalists faced high risk, and a compromise was reached at the point where capitalists are threatened by militancy: a < 1/c, b > 1/c, (r*(s**), s**). Suppose now that to continue the process of industrialization a large and lumpy investment must take place. This will mean that the capitalto-output ratio, c, will have to be increased temporarily, as capital stock is being amassed without the corresponding increase in output. It is then possible that I/c will fall below the value of a and the compromise will break down. Faced with militant workers, capitalists may seek protection under an authoritarian regime.
Another source of exogenous change may originate from those workers or capitalists or both who are excluded from the compromise. Indeed, no compromise ever includes all workers and all capitalists, and at some stage those excluded from it may gather sufficient political strength to alter the terms of a compromise. This is what happened in several waves of rapid unionization of industrial workers, a good example being the United States in the 1930s.
Note that although the compromise solutions do not depend upon the initial conditions W(O) and P(O), there is one kind of compromise which threatens capitalists in the long run. For all finite horizons there exist values of a and b at which the compromise will be concluded with workers being moderately militant, that is, with r > s/c. In such cases profits decline exponentially to zero, and so does the rate of profit. Inspection of Table 1 shows that when h = 30 and (I+aa)'(I+b)1'= 0.7, workers may be moderately militant at the solution when a > 0.33 or a < 0.09. Thus, under such conditions the compromise leads to what has been described as "the profit squeeze" (Glyn and Sutcliffe 1972): a wage-induced secular fall of the rate of profit. The existence of a compromise does not preclude, therefore, the possibility that profits are falling.
Finally, reflecting upon the results we must reexamine the very concept of a compromise. At the outset, we have defined a compromise as a situation in which workers pursue strategies that entail positive profits, and capitalists consent to institutions that enable workers to pursue their claims with a reasonable chance of success. This definition was thus limited to the distributional aspect of class conflict. Yet as one would expect, we discovered in the course of analysis that any class compromise must also include a central feature of the process of production, namely the rate of investment out of profit. A compromise is thus a situation in which both workers and capitalists moderate their distributional claims, and capitalists choose a high rate of saving.
The rate of saving is an intrinsic feature of any compromise. An agreement concerning the rate of transformation of profits into wages would be too tenuous from the worker's point of view because it would leave open the question of whether capitalists would save and invest enough to make wage increases possible. The perennial complaint of the working-class movements is that capitalists are too lazy or too inefficient to be entrusted with the control over investment. Already in 1910 a French socialist noted the "timidity," the "uncertainty," the "lack of initiative" of capitalists. "We ask French employers," he continued, "to resemble the American employer class. . . . We want a busy, active, humming country, a veritable beehive always awake. In that way our own force will be increased" (Griffuelhes 1910 Investment cannot be left to the control of capitalists: this is an essential feature of any compromise. Having announced the austerity policy, having repeated that the P.C.I. is "not aiming at a worsening of the situation, . . . on an aggravation of the crisis," Chiaramonte continued immediately that "this does not mean that we in any way think it would be sufficient to limit the workers' pay claims and demands for greater control over working conditions to automatically obtain an increase in investment and productive reconversion" (1975, p. 34). What the P.C.I. demands in exchange for austerity is control over investment. Or, as the 1973 Conference of the Irish T.U.C. put it, "all workers must be guaranteed that their wage restraint will lead to productive and beneficial investment and not towards even further increases in the personal incomes of the privileged section of society. . . ." (Cited in Jacobsen 1980, p. 268).
Beyond Capitalist Democracy
What is the alternative to class compromise? We have referred to the breakdown of compromise without specifying what might occur in its stead. Indeed, our results concerning the conditions of class compromise are ultimately unsatisfying in that they are inconclusive. The decision to compromise depends, in the end, on a comparison of the best compromise that can be obtained with the consequences of no compromise. The question of the balance of political power becomes paramount; the outcome highly uncertain. We believe that any analysis based upon rational calculations of expected benefits is of limited value in moments of crisis. Conflicts are inherently laden with uncertainty, and this uncertainty is difficult to evaluate, not only for us but also for the protagonists of our story. Nevertheless we will seek to elucidate the choice that is involved in considering the transition to socialism as an alternative to either compromise or economic militancy under capitalism.
First let us clarify the outcomes that may occur in the absence of compromise. Generically, these are threefold.
(1) Workers have the political power to nationalize the means of production and to organize accumulation on a new basis. Profit is abolished as an economic and legal category and capitalism with it.
(2) Capitalists have the political power to impose a non-democratic solution. Recent experiences of Brazil, Chile, and Argentina demonstrate that profits grow under such regimes simultaneously with a dramatic fall in wages. Economic deprivation of workers as well as widespread physical repression are the hallmark of authoritarian regimes.
(3) Capitalists do not have the power to impose an authoritarian solution nor workers to impose socialism. In this case, the democratic capitalist system continues without compromise but rather with an uneasy stalemate, a prolonged "catastrophic" crisis described by Gramsci (1971, We will not investigate these alternatives any further but only specify the structure of choice involved in considering the socialist alternative. How would workers choose a strategy of transition to socialism? We will outline only a framework for such an analysis but will stop short of providing the analysis.
Note first that workers may embark upon the strategy of socializing the capital stock under two distinct conditions. The first has been described: compromise is impossible, workers make economic demands, provoke a political crisis, and in this crisis the only choice may come to be between socialism and authoritarian capitalism. This scenario, in which the transition to socialism originates from an economic crisis under capitalism, is the one typically envisaged by Marxists as the road to socialism. This is a scenario that leads to the politique de pire: in this view, the worse the economic situation under capitalism, the more likely socialism becomes. We are persuaded that this strategy of crisis mongering is unfeasible and irresponsible. As Varga warned in 1927, "If the working class creates conditions in which the profits of capitalists become impossible but at the same time the bourgeoisie is not defeated politically and the doctrine of the proletariat has not been established, the bourgeoisie, by means of implacable terror, crushes the working class in order to maintain the economic basis of the capitalist system and make possible the exploitation of labor" (Pirker 1965 , pp. 133-4; translated by David Abraham).
Workers may, however, find socialism to be the attractive alternative under the same conditions under which they can conclude an attractive compromise under capitalism. If workers have political power that enables them to enforce compromises under capitalism, would they not use this power to transform the society into socialism? If socialism is preferable under the same conditions under which workers are able to conclude a compromise under capitalism, no compromise would ever be concluded by rational workers. Hence, the conditions of capitalist compromise must always
234
The American Political Science Review Vol. 76 include the superiority of such a compromise to the socialist alternative. Let us speculate about the following scenario. Suppose that at some time t = 0 workers decide to nationalize the entire capital stock. At some later time t = T the final nationalization bill is passed and the entire capital stock is socialized. During the remaining period, from t = T to t = h, the institution of profit no longer exists and investment decisions are made by the entire society through some reasonable voting mechanism.
During the period 0 4 t < T, that is, until socialization is complete, the private ownership of capital remains intact. Faced with imminent nationalization, capitalists will disinvest as rapidly as possible. They cannot be prevented from disinvesting, and they cannot be taken by surprise: even Lange (1938) , the foremost advocate of the "one stroke" nationalization strategy, admitted that some disinvestment would occur before capital stock is nationalized. Let S*(7) be the current value of discounted wages between t= 0 and t = T when workers pursue a strategy of socialization and capitalists respond by disinvesting. It is likely that S*(1) will not be the most that workers could obtain between t = 0 and t = T. If W*(T) is the best they could do under capitalism, then the difference between these quantities is the cost of the transition strategy during this period.
At t = T the capital stock becomes entirely nationalized and henceforth the economy operates in the following manner. The entire society now joins in the program of determining the optimal rate of saving out of total output, sw, and the volume of investment is given by A K(t) = s Y(t).11 Let q be the risk inherent in investment facing the socialist society. Then the problem to be solved would be: Let the rate of saving which solves this problem be s*w, and the resulting welfare of workers under socialism be S*(h-T).
The total value of socialism to workers making a strategic choice at t = 0 would also depend, however, upon the risk that the socialist transition would be aborted or subverted under the pressure "We hope that the reader will not mistake this model of socialism for a description of the Soviet Union or other Eastern European countries. In those countries investment decisions arise out of a game between central planners and managers, with a known effect of investing at a level higher than the preference of the population. of the armed forces, foreign governments, foreign firms, or even by the workers themselves, if they object to the costs that have to be borne during the period 0 ? t < T. (See Kolm 1977 for some of these considerations.) Even if a nationalization law is passed by a parliament in accordance with all of the constitutional requirements, capitalists have numerous ways to fight back. If the probability that the socialist transition would be accomplished is (1-]) and the probability that the final outcome would be a capitalist dictatorship is f, then we can think of kS*(h-T), k < 1, as the expected value of the revolutionary attempt, where kS*(h-T) = (1-JfS*(h-1) + ftmaterial welfare under capitalist dictatorship). Note that k is likely to be closer to unity the greater the proportion of the capital stock is already publicly owned and the greater the electoral strength of the socialist parties.
The total value of pursuing a strategy of transition to socialism to workers at t =0 can be thus thought of as: S* = S*(1) + kS*(h-T), where S*(1) and S*(h-1) are as given above. Note that this is again the current value of the socialist transition to workers at t = 0 when they decide whether or not to embark on this road. Hence, this value would be compared to the best workers can do under the particular conditions of democratic capitalism, W*(rs), where (rs) represents either a compromise or a tug-of-war."2 As we forewarned, we will not carry this discussion any further, mainly because we believe that this calculation involves too many imponderables to be taken seriously in practice. We wanted to clarify the nature of this decision, but we do not '2Note some assumptions implicit in this formulation. First, we assume that workers living under capitalism evaluate socialism in the same terms as they do capitalism. Second, we assume that socialism is only as efficient as capitalism in allocating resources to uses: in our formalism, c remains the same after nationalization. Finally, we assume that workers compare their best possible, not their current, outcome under capitalism with socialism. The first of these assumptions would be rejected by those who maintain, with Heller (1975) , that if socialism is to be preferable it is because it would satisfy needs other than those experienced by workers under capitalism. The second assumption would be rejected by the entire socialist tradition, which always maintained that socialism would be a more efficient, not only more just, system for satisfying material needs. Both of these assumptions should perhaps be rejected, but then the choice of socialism would be unproblematic. In turn, the last assumption is necessary to make the problem reasonable. Roemer (1982) , for example, does not give workers a chance to improve their conditions under capitalism, whereas we did not give them a chance to opt for socialism in an earlier version of this paper.
